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Saddled with one of the largest percapita foreign debts in the world, Nicaragua is pursuing an
aggressive policy of negotiating massive debt reductions and debt restructuring. In recent months,
the government has secured large reductions in bilateral and commercial debt. At the same time,
international banks are taking steps to reduce Nicaragua's multilateral obligations. President
Violeta de Chamorro inherited a foreign debt of over US$10 billion when she took office in 1990.
Approximately 20% of it was contracted by the deposed dictator Anastasio Somoza prior to 1979, and
most of the remainder accrued during the Sandinista government (1979-1990).
After rising even higher to US$11.7 billion, by the end of 1995 the debt dropped back to US$10.4
billion. For several years before 1991, the debt rose at an annual rate of 8%, more than the average
annual growth of GDP. Though the rate of increase has retreated somewhat, debt-service payments
continue to rise. As it stands now, according to the Inter- American Development Bank (IDB), the
Nicaraguan external debt is virtually unpayable. Part of the debt squeeze being experienced by
Nicaragua stems from declining levels of foreign aid from the industrial countries.
During the first two years of the Chamorro administration, Nicaragua received more than sufficient
soft loans and donations from other countries to offset expenditure in hard currency each year
for debt-service payments. In 1990, the government made debt payments totaling US$9 million
but received US$484 million in aid funds. In 1991, payments increased to US$74.4 million, but aid
funds also rose substantially, climbing to nearly US$1.16 billion. But in 1992, as payments climbed
to US$105 million, soft loans and donations declined to US$632 million. The next year, payments
continued climbing to US$199 million, while aid dropped to US$459 million, and of that total, only
US$126 million was disbursed as liquid foreign exchange. In the 1990-1994 period, total incoming aid
funds averaged about four times the cost of debt service payments. However, during the earlier part
of that period, aid was 12 times greater than debt payments.
The government projects payments for 1995-1997 at a total of US$760.3 million with expected aid
funds of only US$432.9 million. As a result, the government will have to spend US$327.4 million in
reserves during that period to cover the deficit on the current account created by the debt payments.
The burden of debt service and Nicaragua's low level of export earnings has forced curtailment in
social spending. Agreements with the International Monetary Fund (IMF) to carry out an austere
economic adjustment program have left little maneuvering room for the government to alleviate
economic hardships for the 70% of Nicaraguans who live in poverty. To remedy the situation, and
to meet Chamorro's original goal of slashing the foreign debt to US$4 billion by the end of her term
in 1997, the government has followed a policy of seeking debt relief from its numerous creditors as
the most effective way to increase the government's discretionary income. In March 1995, the Paris
Club granted Nicaragua a US$600 million reduction of its obligations with the 18-member creditor
organization (see NotiSur, 03/30/96). The next stage in the assault on the debt was to engage in a
series of negotiations to lower the bilateral debt even further, especially with Russia and Germany,
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which both showed a willingness to substantially cut Nicaragua's debt. In talks with German
officials last year, Germany agreed in principle to pardon 80% of Nicaragua's debt. In February,
Nicaragua's Foreign Aid Minister Erwin Kruger signed an agreement with the German ambassador
in Nicaragua, Ulrich Schoening.
Under the agreement, Germany will forgive 80% of the US$875 million bilateral debt owed by
Nicaragua. The remaining US$175 million is to be restructured for payment over a period of 23
years beginning in the year 2002. The debt owed to Russia and former Soviet Bloc countries equals
about 37% of the total foreign debt. On April 29, Russia and Nicaragua concluded negotiations
on an agreement whereby Russia will cancel 98% of the debt owed by Nicaragua. This was three
percentage points more than Kruger expected to win from the negotiations. The agreement reduces
the US$3.4 billion debt to US$70 million and allows 18 years for repayment with a five-year grace
period.
The debt with Russia was contracted during the Sandinista government and was used primarily
for the purchase of petroleum and armaments. According to Kruger, the Chamorro administration
refused to recognize debts that were incurred to pay for armaments. As a result, in the final
stage of negotiations, the Russians agreed to leave that portion of the debt out of the balance. In
March, Austrian authorities announced that their government was preparing to cancel 30% of
Nicaragua's US$45 million debt. To reduce the US$1.3 billion commercial debt, the government
has offered to pay US$0.08 on the dollar, using funds acquired from the World Bank and the InterAmerican Development Bank (IDB), plus bilateral funds from Germany, Holland, Sweden, and
Switzerland (see NotiSur, 10/19/95). By the end of 1995, the government had reached the point
where it could not keep up with payments to all creditors. In early 1996, Chamorro informed the
Banco Centroamericano de Integracion Economica (BCIE) that her government was going to
suspend payments of US$80 million per year on its US$500 million obligation to the regional bank.
Besides the regular payments, Nicaragua owes US$60 million in back payments, according to BCIE
figures.
After the successful negotiations last year with the Paris Club, Nicaragua asked the BCIE to reduce
the Nicaraguan debt by the same 67% figure granted by the Paris Club. However, citing internal
bank rules that prohibit such debt pardons, the BCIE refused the request. The suspension caused a
serious strain on Nicaragua's relations with the BCIE. The bank retaliated by freezing disbursement
of some US$57 million in funds destined for Nicaraguan projects in coffee cultivation, textile
manufacture, energy production, and others. "Until Nicaragua either liquidates or renegotiates the
overdue payments, the program financing public-sector projects will be suspended," said BCIE
vice president Ramiro Lau Guerrero. Werner Ahlers, director of foreign debt for the Ministry of
Foreign Aid, said that the suspension of payments was not a question of bad faith on the part of the
government but rather of an inability to pay. The government has set US$10 million per year as the
most it can pay on the BCIE debt. "The BCIE should understand that the bank will have to accept a
certain level of sacrifice," said Ahlers.
But with help from the IDB, high-level talks between the BCIE and the Nicaraguan government
were started in April. Former Spanish economy minster Carlos Solchaga, who acted as an IDB
advisor in 1994 to help Nicaragua devise the present strategy for foreign debt reductions, served as
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mediator. Nicaragua's proposal is that the BCIE forgive approximately one-third of the debt and
reduce the annual payments on the balance from US$80 million to US$8 million.
Jose Manuel Pacas, BCIE president, said that a technical commission from the bank was studying
the proposal. If approved, the restructuring would take effect sometime in June. He also announced
that the bank would continue supporting the Nicaraguan productive sector, which was taken to
mean the resumption of loan disbursements. In March, the World Bank and the IMF announced
plans to reduce the debt payments of Nicaragua and five other countries that they consider to be
especially overburdened by debt. The plan would include reductions of debts carried with the IMF
and the World Bank. Between the two, Nicaragua owes US$1 billion. The service on this portion of
the overall debt is US$70 million per year. [Sources: La Tribuna de Nicaragua, 03/20/96; La Prensa,
03/28/96; Inforpress Centroamericana (Guatemala), 04/11/96; Agence France-Presse, 02/08/96,
04/11/96; Reuter, 04/19/96; Agencia Centroamericana de Noticias Spanish News Service, 02/09/96,
02/12/96, 03/20/96, 04/19/96, 04/21/96; Inter Press Service, 04/23/96]
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